Executive Summary
Individual countries of the Maghreb have achieved substantial progress on trade but, as a region, they remain the least integrated in the world. The share of intraregional trade is less than 5 percent of Maghreb countries' total trade, substantially lower than in all other regional trading blocs around the world.
Geopolitical considerations and restrictive economic policies have stifled regional integration. Economic policies have been guided by country-level considerations, with little attention to the region, and are not coordinated. Restrictions on trade and capital flows remain substantial and constrain regional integration for the private sector.
Greater integration among Maghreb countries makes sense on economic grounds. Integration would create a regional market of almost 100 million people with an average income of about $4,000 per capita in nominal terms and about $12,000 in purchasing-power-parity terms. This would make the region more attractive for foreign direct investment; reduce the costs of intraregional trade, capital, and labor movement; and increase efficiency of resource allocation. It would also make the Maghreb more resilient to exogenous shocks and market volatility.
Maghreb integration can play an important role in a strategy to promote higher growth in the region. Various estimates suggest that regional integration could contribute to raising growth in each Maghreb country by 1 percentage point on average in the long term. While strong domestic policies remain the main economic driver, intraregional trade may double as a result of integration and would support growth, increasing employment. Greater vii integration may lead to winners and losers within each country. Public policy would need to address potential dislocations.
To integrate, Maghreb countries would need to lower trade and investment barriers, and connect their infrastructure networks. Their efforts should focus on goods, services, and capital and labor market liberalization. Gradually eliminating barriers to intraregional trade, building regional infrastructure, and improving the business environment would boost trade within the Maghreb and help further integrate global value chains. Greater regional integration should be complementary to Maghreb countries' global integration.
To advance faster from cooperation to integration, Maghreb governments need to set JOINT policy objectives:
• Job creation through higher growth;
• Openness of each country's economic model;
• Inclusiveness in the distribution of growth benefits;
• Negotiation of a new regional integration agreement;
• Trade regionally on a much larger scale as a means to achieve those objectives.
EXECUTIVE SUMMARY viii
The Maghreb, "the land of the setting sun" in Arabic, is a vast region of northwestern Africa, comprising almost 6 million square kilometers and 100 million people. Its five countries-Algeria, Libya, Mauritania, Morocco, and Tunisia-share a common history, culture, and language to a large extent. All Maghreb countries are maritime economies strategically located between the advanced economies of Europe across the Mediterranean Sea to the north, and the high-potential, developing economies of sub-Saharan Africa to the south.
The countries in the Maghreb are geographically close but economically diverse. Algeria is the largest economy in the region and is an important gas-and oil-exporting upper-middle-income country. Highly dependent on hydrocarbon, it faces important macroeconomic challenges posed by the fall in oil prices in 2014. Libya, also a major oil and gas exporter and an upper-middle-income country, has been in civil war since 2011. The war has led to a power vacuum and instability with serious economic and social consequences. Mauritania is a lower-middle-income country. An important iron ore producer, the country has been growing relatively fast but faces the challenge of volatile metal prices. Morocco, the second largest economy in the region, is undergoing a gradual transformation. It is a relatively well diversified middle-income country. An important regional producer of agricultural products, cars, and fertilizers, the country remains vulnerable to volatile agricultural output and external demand. Finally, Tunisia is a small middle-income country in transition. An important regional producer of electrical components, light machinery and equipment parts, olive oil, and garments, the country is seeking to resume broad-based growth and restore macroeconomic stability following a number of domestic and external shocks. The World Bank Doing Business environment and the World Economic Forum quality of institutions index vary substantially, with Morocco Introduction CHAPTER 1 and Tunisia scoring relatively well, while the other countries are close to the bottom on both scales. 1 Maghreb countries have made important strides in economic reforms in recent years, but providing opportunities for everyone remains a common policy priority. With a young and fast-growing population, the Maghreb region needs to grow faster by tapping traditional and unexploited sources of growth. Growth in the region has been too low for too long and has not contributed sufficiently to job creation and poverty reduction. The average growth rate in the past five years has been below 2.4 percent and the region is projected to grow at only 2.7 percent in the medium term. Average GDP per capita growth has been hovering around zero (Table 1 ). The population-weighted unemployment rate remains high, even in comparison to other parts of the Middle East and North Africa (MENA) region, at 12 percent overall and 25 percent for youth (15-24 yo) . Data on poverty and inequality are scant, but evidence suggests that both have improved little since the Arab Spring. 
ECONOMIC INTEgRATION IN THE MAgHREb-AN UNTAPPEd SOURCE Of gROwTH
The issues of inclusive growth, trade, and integration have been forcefully raised in a broader MENA context by regional stakeholders. In January 2018, representatives from more than 20 countries in the MENA region, including all Maghreb countries, met in Marrakesh for a regional conference titled "Opportunity for All: Promoting Growth, Jobs, and Inclusiveness in the Arab World," cohosted by the Morocco government, the IMF, the Arab Fund for Economic and Social Development, and the Arab Monetary Fund (IMF 2018c). The conference provided a forum for public officials, private sector representatives, and civil society members to share their views about low growth, inequality, trade, and government accountability and corruption. The policy priorities that emerged from these discussions can be summarized as ACT NOW (Box 1). Trade-the "T" in ACT NOW-was an important component in a strategy to promote higher and more inclusive growth-that is, growth in which the benefits are shared and that enables equitable access to economic opportunity, including for disadvantaged groups.
Furthermore, recognizing the importance of trade for growth, African countries, including all Maghreb countries, recently signed an agreement to establish the African Continental Free Trade Area (AfCFTA). Launched in March 2018 by 44 African countries, the AfCFTA would be the largest free trade agreement aimed at liberalizing intra-African trade goods and services once implemented. Its signature sends a powerful signal about the benefits This call for reforms across the MENA region promotes the following elements of inclusive growth (IMF 2018c):
• Accountability: Increase transparency and strengthen institutions to control corruption and ensure shared responsibility for inclusive policies.
• Competition: Promote the private sector through better regulation to build a vibrant economy.
• Trade and technology: Leverage technology and innovation, nurture trade, and attract foreign investment to diversify and develop new sources of growth and job creation.
• No one left behind: Build strong safety nets and empower disadvantaged groups, including youth, women, rural populations, and refugees. • Opportunity: Create a level playing field for all people through equitable and growth-supporting government spending, fair taxation, and structural reform.
• Work: Invest in people and equip workers for the new economy through education to foster greater equality and prosperity. Introduction of intraregional cooperation. In the medium-term, the agreement aims to cut tariffs to zero on 90 percent of imports among African countries and to liberalize trade in services. Trade integration within the Maghreb could be a stepping stone on the path to a fully implemented AfCFTA.
In addition, stronger integration within the Maghreb could buffer the possible impact of rising global trade tensions. If protectionism in traditional markets were to escalate, Maghreb countries could offset part of the losses to their exports and growth with additional intraregional trade.
Against this background, this paper discusses the potential for economic integration among Maghreb countries as an untapped source of growth. It argues that greater regional and global economic integration would create favorable dynamics to transition to higher sustainable growth. Opening to more intraregional trade and investment would increase access to goods and services at lower prices, spur competition, promote innovation and diversification, increase transparency, reduce rents, and ultimately increase productivity and growth in all countries. Such regional integration could be a powerful tool, complementary to domestic policies, to raise Maghreb's growth potential, create jobs, and reduce poverty. Specifically, the paper does the following:
• Examines the underlying reasons for the sparse regional integration;
• Makes an economic argument in favor of greater regional integration;
• Assesses the potential impact of integration on growth and employment;
• Suggests a set of JOINT objectives to achieve greater regional integration. China's recent Belt-and-Road Initiative (BRI) involves the Maghreb. Algeria, Libya, Morocco, and Tunisia have already signed BRI partnership agreements with China. Similar agreements may be considered by Mauritania. While the focus has been on strengthening economic cooperation though infrastructure investment, including roads, railways, and power grids, the BRI also covers broader cooperation, such as trade facilitation and technical assistance.
Trends in Maghreb Countries' global Trade
In recent years, trade openness has declined across all Maghreb countries, except Morocco (Figure 2 ). This decline has been consistent with international trends, including the overall weakness in international economic activity, particularly in investment; the waning pace of trade liberalization; the decline in commodity prices, including for oil; and slower growth of global value chains (GVCs). Lower commodity prices and insufficient diversification explain the decline in trade openness in Algeria, Libya, and Mauritania.
Maghreb countries, like many other emerging markets, import increasingly from China. China's exports to the Maghreb have increased dramatically since the early 2000s, reaching about $14 billion in 2016 (12 percent of the Maghreb's total imports), compared with less than $5 billion a decade earlier (8 percent of total imports). China supplies agricultural machinery, tractors, motor vehicles, and many other commodities. The increasing competition from China and other emerging market and developing economies in Asia could be another challenge for regional integration. China and other Asian countries have also emerged as a major export market for all Maghreb countries, particularly Mauritania.
Product quality and export diversification have improved in recent years in Morocco and Tunisia, but have been broadly static in Mauritania and deteriorated in Algeria. As a result, export market penetration in Morocco and Tunisia is substantially higher than in emerging market and developing economies and than regional averages. Yet, except for minerals, fuels, animals, and vegetable oils, the overall quality of export products of Maghreb countries remains lower than in other emerging market and developing economies, especially in manufactured, machinery, and transport goods.
The Maghreb region shows significant country variation in market concentration. Except for Morocco and Tunisia, Maghreb countries export a low range Maghreb countries have achieved progress in integration into global value chains. The backward GVCs integration-that is, the share of foreign value added, imported, and used in the production of exports-is comparable to the average for emerging market and developing economies only in Tunisia. It is still low, albeit improving, in Mauritania and Morocco, and very low and stagnating in Algeria and Libya. The forward GVCs integration, which is the share of value added used in a destination country's production, is very high in Algeria and Libya, reflecting their supplier role in the downstream oil product output. All other Maghreb countries seem relatively well integrated in forward GVCs but almost exclusively with their economic partners outside the region. At the same time, regional GVCs among Maghreb countries remain weak. Baldwin (2012) points out that in well-integrated groups, intermediate inputs embodied in exports are usually sourced within the same region-a phenomenon often described as Factory Asia and Factory Europe. A goal would be the emergence of Factory Maghreb.
Trade in commercial services, in particular tourism, is growing, but slowly.
While detailed information about trade in services in Maghreb countries is not available, anecdotal evidence suggests that multinational firms have increased investments in foreign traded services, especially in Morocco and Tunisia, mainly as part of global logistics serving the European markets (World Bank 2010). Morocco and Tunisia are popular destinations for tourists from Europe, Arab countries in the Persian Gulf, and Russia. In 2017, Morocco reported investment of about $4.6 billion in the travel and tourism sector, directly contributing 8.2 percent to its GDP from about 10 million foreign tourists. During the same period, Tunisia invested about $0.8 billion, with the sector directly contributing 6.9 percent to its GDP from 7 million tourists (WTTC 2018). In contrast, there is little tourism in Algeria and Mauritania. While most of the tourist arrivals are from outside the region, intraregion travel and tourism are limited. Rest of the world, 23.8
Facts about the Maghreb's Economic Relations
Libya has been limited. As a result, cross-border financial institutions in the Maghreb are almost nonexistent.
The financial sectors in individual Maghreb countries differ in development levels, but access to finance is a common challenge ( Figure 5 ). Morocco is at the forefront of financial development with a vibrant financial system dominated by dynamic private banks. The Moroccan banking system has expanded cross-border operations and is currently present in 22 African countries, including in sub-Saharan Africa (Benin, Burundi, Ghana). Tunisia, with a level of financial development comparable to emerging market and developing economies, continues to struggle with the restructuring of weak public banks and a large burden of nonperforming loans (NPLs), despite having relatively sound private banks. Algeria and Libya still have financial systems dominated by state-owned banks. In most countries, access to finance is a challenge, especially for small and medium enterprises, despite substantial progress over the past decade. Access to financial services is relatively high in Morocco and Tunisia, although below the emerging market and developing economy average, but it is even lower in the other countries. 
ECONOMIC INTEgRATION IN THE MAgHREb-AN UNTAPPEd SOURCE Of gROwTH
helping reduce the share of the population that is unbanked. The penetration of information and communication technologies has increased significantly in recent years in Morocco and Tunisia, but to a lesser extent in Algeria and Mauritania. On the regulatory side, Algeria, Morocco, and Tunisia have adopted cybercriminal and cybersecurity legislation. Removing trade barriers as well as regulatory harmonization could help spread and speed up the adoption of new financial technologies and foster greater financial integration.
The new Maghreb Bank for Investment and Foreign Trade aims to accelerate financial integration. This regional bank was established in 2017 with capital of $500 million equally shared among the five countries. It aims to catalyze financial integration and promote trade and investment within the region by removing regulatory and institutional barriers that hamper the development of intra-Maghreb financing. Financial integration would also benefit from a revamping of the 1991 payment system agreement among the five central banks by making them operational in all countries. While financial integration would benefit growth, risks associated with potentially higher financial volatility would need to be managed carefully. Labor Intra-Maghreb official migration seems marginal, although freedom of movement was one of the objectives of the AMU. While knowledge of intra-Maghreb migrations remains approximative because of data limitations, existing information suggests that intra-Maghreb migration remains marginal. For instance, in 2013 the share of migrants in the total population of the region was just 1 percent, and the share of migrant workers among all workers was even lower (0.5 percent) compared with other regions (ILO 2015) . Rather, the Maghreb is a source of emigration, with Morocco and Algeria being among the top emigration countries in the world. Emigration from the Maghreb has been and remains strongly oriented toward European Union countries.
factors That May Explain the Shallow Intra-Maghreb Integration
The reasons for insufficient integration in the Maghreb are complex and numerous. They include restrictive trade and investment policies, tariff and nontariff trade barriers, insufficient regional infrastructure, and geopolitical considerations. Also, the traditional trade orientation toward Europe, recent attempts to diversify to sub-Saharan Africa, and, most recently, the emergence of China as an export market for the Maghreb have diverted Maghreb countries' focus from intraregional integration.
Geopolitical factors have impeded regional integration. The underlying causes of tensions are complex and differ across countries. The AMU has been dormant for years due to disagreements between member countries, especially between Algeria and Morocco. Threats of terrorism have also prompted tighter border controls. Since 1994, the 1,000-mile border between Algeria and Morocco has been closed. Moreover, many countries face their own political economy, which may at times has further delayed progress toward regional integration. Recently, however, there have been calls to revive the AMU from different quarters.
Trade within the Maghreb suffers because of restrictive trade policies. Maghreb countries face lower tariffs with Europe than when trading among themselves. In general, the simple average of applied tariffs in Maghreb countries is significantly higher than in the Group of Twenty countries or emerging market and developing economies ( Figure 6 ). For example, the simple average tariff duty in Maghreb countries was about 14 percent in 2016, compared with 5 percent in the European Union, 4 percent in the United States, and 10 percent in China. Algeria is the most protected market, with an average tariff rate of 19 percent, while in other countries the rates are about 12 percent. Furthermore, selected sectors are heavily protected even in
countries relatively open for trade. For example, the import duty on agricultural products is 28 percent in Morocco and 31 percent in Tunisia. Algeria tariff and nontariff barriers were hardened in early 2018 with a temporary ban on the import of about 850 categories of goods, the extension of the list of goods subject to a 30 percent excise tax, and significantly increased customs duties (up to 60 percent) for some other products.
In addition to tariff barriers, intraregional trade also faces multiple nontariff impediments. For example, the average cost to export is one of the highest in the world and varies substantially across the region, between the most efficient exporters (Morocco and Tunisia) and the least efficient (Algeria, Libya, Mauritania). The time to export is broadly comparable to other emerging market and developing economies but substantially higher than in advanced economies. The World Bank Doing Business logistics performance index for the Maghreb suggests that traders face significant hurdles in the region. Similarly, the Doing Business indicator for trading across borders indicates that the costs associated with export or import transactions remain high in the region. Additional impediments include numerous roadblocks, delays at border crossings, and the length and shortage of customs clearance procedures. Border restrictions have often been tightened rather than relaxed to protect domestic interests, creating further opportunities for rent seeking.
The weak regional land and air transportation network in the Maghreb is also a significant barrier to trade integration. There are four means of transportation between Maghreb countries: sea, air, road, and rail. Except for maritime transport, all of them are insufficiently developed. The only commercial highway that could link all Maghreb countries is the Cairo-Dakar Highway, but the closing of the Morocco-Algeria border makes it impossible to transport goods from Libya, Tunisia, and Algeria to Morocco or Mauritania by road. Also, parts of this highway remain unfinished, and there is no bridge crossing the river between Mauritania and Senegal. Crossings occur by ferry, thereby severely limiting trade. While there are domestic railroads in Algeria, Morocco, and Tunisia, the rail tracks also stop at the borders, failing to connect in an east-west railroad network. Several countries have oil and gas pipelines going to Spain and Italy, but these bypass routes through regional neighbors that may be more efficient. Although there are flights between some Maghreb countries, most regional airlines remain small and service mainly domestic destinations.
Maritime transport, the main vehicle for intra-Maghreb trade, serves mainly trade with Europe. While all Maghreb countries have ports, there are no commercially significant shipping lines among them. Each country has developed its own port infrastructure aimed at Europe, while the interests of regional trade are considered secondary. Only a few ports are competitive by international standards, with Morocco leading the way with its Tangier port, which became a logistical hub for the region. As a result, most trans-Maghreb maritime traffic has shifted from other regional ports to Morocco. There are very few direct lines of sea transport among Maghreb countries, which transport their intraregional goods through third-country ports, such as Marseille in France, Almeria in Spain, and even Rotterdam in the Netherlands. These locations generate additional costs and limit the price competitiveness of traded products.
There are significant restrictions to capital flows in all the countries, above the average for comparators. Of all Maghreb countries, Morocco's capital account is one of the most open for capital inflows (Figure 7 ). It has no requirement for prior approval of FDI, and formalities related to investing in Morocco do not pose significant barriers to investment. Restrictions to In Morocco, under its investment code, repatriation may be performed using only convertible Moroccan dirham accounts. Thus, capital controls limit the ability of the residents to convert dirham balances into foreign currency to move funds regionally or abroad for investment. Algeria requires a "plowing back of profits" inside the country to restrict capital flights. In Tunisia, capital transfers abroad are still tightly controlled by the central bank.
The limited extent of intra-Maghreb migration can be explained by several economic and noneconomic factors. Job growth remains anemic in Maghreb countries, which limits employment opportunities for prospective migrants. Maghreb migrants often prefer to seek opportunities in more mature markets (especially in Europe). There is also increasing competition from nationals of non-Maghreb countries from the south as well as laborers from China and Europe, who are often recruited under contractual arrangements in the context of investment projects. Difficulties in obtaining a residence card and a work permit further limit labor movement.
Many Maghreb countries require visas for nationals from other Maghreb countries and from the rest of world. In addition to visa requirements, the Low intraregional integration is not unique to the Maghreb. In fact, since the 1990s, intraregional trade has been flat or declining in a number of regions, with notable exceptions in East Asia and the Pacific and Europe and Central Asia (Bown and others 2017) . For example, the experience of regional integration in Latin America suggests that the factors that have inhibited further development of intraregional trade have been broadly similar to those of the Maghreb. Among them are unexploited complementarities between regional and global integration efforts, insufficient regional infrastructure that increases trade costs, and high export volatility due to the absence of economic reforms in key regional partners.
why greater Integration would Make Sense
Deeper integration among Maghreb countries makes economic sense. Maghreb is a fragmented group of neighbors. Together, Maghreb countries form a single geographical area, and many countries share common borders. They are strategically located between Europe and sub-Saharan Africa, and they share cultural and language proximity. If integrated, they could leverage economies of scale, better attract foreign investment, create regional value chains and better integrate into GVCs, and strengthen their joint negotiating capacity-which would result in more trade with each other and faster growth.
Greater integration would bring substantial benefits to the region through economies of scale. It would create a large integrated market of almost 100 million consumers, a block of countries comparable in number to some of the most populous countries in the world, such as the Philippines, Egypt, and Ethiopia. The joint Maghreb 2017 GDP would exceed $360 billion, which would be comparable to the GDP of South Africa, United Arab Emirates, or Norway. Regional per capita GDP would be about $4,000 in nominal terms, comparable to South Africa, Indonesia, and Peru, and about $12,000 per capita in purchasing-power-parity terms. Such an integrated region, with common trade and investment rules, would also be more resilient to the possible impact of escalating global trade conflicts.
An integrated market would create strong incentives for inward FDIs, innovation, and technology transfer. An earlier IMF study (2013) found that market size, the accumulated stock of FDI, sound economic policies, strong growth, a stable exchange rate, good human capital, good infrastructure, political stability, and regulatory quality all appear to be important and robust determinants of FDIs. The Maghreb region already scores relatively Integration would allow development of regional value chains and their better integration with global value chains. For the Maghreb, creating a body of common trade and investment rules would provide a better investment environment not only for investors interested in the region's domestic market but also for those willing to export production to nearby markets, such as the EU. It would also help local firms better integrate into global production chains, by allowing the free movement of parts and components through and between regional partners. Only through greater integration would the Maghreb reach the necessary scale to attract market-seeking FDI on a sustained basis. Moreover, GVCs can also act as channels for knowledge diffusion both from advanced economies and among Maghreb countries, in the same way as the traditional trade and investment channels do.
The Maghreb could become a trade and investment hub between sub-Saharan Africa and the EU. In 2010, the Boston Consulting Group report on the new African Multinationals (BCG 2010) pointed to the emergence of strong transnational companies in the Maghreb, with 10 of the 40 African companies studied in the report from the Maghreb (six from Morocco, two from Algeria, and two from Tunisia). In fact, Moroccan and Tunisian companies have been investing across the Maghreb, becoming important players in the host countries. Governments should support this growing source of FDI by pushing for greater regional integration in the Maghreb. Such a strategy would make Maghreb countries less dependent on Europe while better able to leverage their position between Europe and sub-Sahara Africa.
Greater integration would raise the region's negotiating capacity in areas of common interest. Currently, each Maghreb country negotiates individually, often with much larger trading partners and their blocs. For example, each Maghreb country has already negotiated cooperation agreements with the EU bilaterally. While most other regions negotiate in groups, the option of joint negotiations has not been used in the ongoing negotiations on the For Maghreb countries, greater regional integration should be viewed as complementary to their global integration efforts. Empirical results show that the gains from pursuing regional integration appear to be small if it happens at the expense of global integration (Bown and others 2017) . In contrast, the Maghreb region can benefit most from an integration strategy that exploits the complementarities between regional and global integrations. Regional integration in the Maghreb should be viewed in a broader strategy aimed at opening up more generally to all trading partners, including in the context of the AfCFTA.
Regional Trade Potential
The characteristics of existing trade flows confirm the substantial regional trade potential. Market concentration, trade intensity, and product survival rates point to a substantial potential for integration and the need to better leverage the comparative advantages of individual countries (Figure 8 ). The market concentration index, a measure of the dispersion of exports across trading partners, points to an important potential for the diversification of trading partners, including through regional integration, as at least half of potential bilateral trade flows among Maghreb countries are either very small or nonexistent. The trade intensity index suggests that all Maghreb countries, except Mauritania, are more important as trade destinations for each other than they are for the rest of the world. The share of each country's exports to other Maghreb partners is already higher than the share of the world's exports to the Maghreb. Another common feature of all Maghreb countries is the low survival rate of their export products. The product survival index, which measures the persistence of trading relationships, shows that a substantial share of new export products in all value categories becomes defunct as they do not reach a sufficiently high number of external markets. This also points to a significant untapped potential of integration that would create new external markets for individual products and might improve their survival rate.
Intra-Maghreb trade is highly complementary. The Maghreb's export structure corresponds to the region's import content, which is also similar to the import composition of its countries' major trading partners outside the region. Data on Algeria, Mauritania, Morocco, and Tunisia suggest that their exports are at least as complementary to imports of other Maghreb countries as to the EU's imports. Their trade complementarity index, the overlap between export and imports structures, suggests that the product composition of Maghreb exports matches, or complements well, the product compositions of imports in the Maghreb region. 1 For example, in the case of Algeria and 1 Trade complementarity index (on a 0 to 100 scale) indicates to what extent the export profile of the reporting country matches, or complements, the import profile of the partner country. A high index may indicate that the two countries would stand to gain from increased trade. Some Maghreb countries are more complementary with each other than with their main export partners. For example, Algeria's trade complementarity index with Mauritania and Morocco is superior to its index with Italy, its main export partner, yet its share of exports going to Italy is substantially larger (Table 2 ). For Mauritania, Morocco, and Tunisia, complementarity between them is much higher than their observed bilateral trade. Therefore, a case can be made that, while European countries are natural trading partners, intra-Maghreb trade offers a substantial source of untapped trade potential for Maghreb countries.
Maghreb countries have substantial revealed comparative advantages to trade among themselves (Figure 9 ). 2 Clearly, Morocco has a strong comparative advantage in phosphates and its derivatives, Tunisia in fertilizers, and Algeria in liquified natural gas. The countries with revealed comparative advantages in similar product groups, such as fertilizers and garments in the case of 
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Morocco and Tunisia, can still have high intraindustry bilateral trade in differentiated products of the same product group.
Intra-Maghreb trade could be increased in a broad range of product categories. The RCA calculations show product groups and specific products for which additional intra-Maghreb trade is possible. There are RCA indices substantially above one, which indicates that a country's share of exports of a commodity exceeds the partners' export share of the same commodity. Virtually each Maghreb country with available data can identify additional products and whole product groups that it could potentially export to its regional neighbors ( Figure 10 ). For example, based on the 2012 Harmonized System classification at the two-digit level of disaggregation, Morocco has strong comparative advantage over Tunisia in a broad range of product groups, such as transportation services, food, metals, and chemicals; over Algeria in minerals; and over Libya in metals. That suggests Morocco could potentially export more of these products to each of these countries. At the same time, Tunisia could export more minerals to Algeria, more vegetables to Morocco, and more wood to Mauritania.
The analysis provides guidance on specific products for which trade within the Maghreb could be increased. Further disaggregation of RCA at the four-digit Harmonized System level suggests that Morocco is the most competitive in the region, with a substantial potential to increase exports to other Maghreb countries, in addition to its current exports to the rest of the world (Annex 1). For example, Morocco can raise its exports to Algeria in at least 36 products, to Tunisia in 22 products, to Mauritania in 10 products, and to Libya in eight products. Tunisia can also raise its regional exports in up to 30 products, depending on the country. The country with the least additional trade potential is Mauritania, which can increase its regional exports to Morocco and Tunisia in four products, to Algeria in two products, and to Libya in only one product. Algeria could increase exports in up to six products, depending on the country. Therefore, substantial additional trade flows are possible among all Maghreb countries.
Potential Impact of Greater Integration on Growth
Multiple quantitative estimates point to substantial welfare benefits of regional integration within the Maghreb. The potential impact of regional integration in the Maghreb on growth and trade cannot be estimated with precision because of data limitation and a rapidly changing world environment, but various estimates point to the possibility of substantial welfare benefits. Overall, trade integration has been found to raise growth and improve living standards (see IMF, World Bank, and WTO 2017 for literature review).
The impact on growth of trade liberalization has generally been found positive. For example, illustrative panel-based calculations (IMF 2017b) suggest that achieving greater trade openness, coupled with increased GVC participation, export diversification, or product quality, could raise the level of income by some 5 percent to10 percent within five to 10 years in an average emerging market and developing economy (Figure 11 ). Greater integration within the Maghreb, along with broader structural reforms, could be a powerful way to achieve those objectives and thereby increase the medium-term growth rates of Maghreb countries. The 2018-23 average annual growth in Algeria is projected at 1.6 percent, Libya at 3.9 percent, Tunisia at 3.4 percent, Morocco at 4.1 percent, and Mauritania at 5.5 percent (IMF 2017b). These growth rates could be 1 percentage point higher, on average, if Maghreb countries were to improve openness, 0.7 percentage point higher if they enhanced their participation in GVCs, 0.6 percentage point higher if they diversified their economies, and 0.2 percentage point higher if they improved their product quality. Potential benefits of Maghreb integration would become greater when Libyan reconstruction starts.
Other estimates of a possible impact of integration on growth, which could be applied to the Maghreb, have similar results. For example, the Global Trade Analysis Project computable general equilibrium model used to project the impact of the AfCFTA includes all Maghreb countries (Saygili, Peters, and Knebel 2018) . Under the assumption that all tariffs on regional trade would be eliminated, long-term growth is expected to increase by almost 1 percent, employment by 1.2 percent, and intraregional trade by 33 percent. Another computable general equilibrium model, MIRAGE, a Computable General Equilibrium Model for Trade Policy Analysis, built specifically for assessing trade policies, also points to substantial gains for trade from regional integration. According to that model, implementing the AfCFTA would result in a 52 percent increase in trade in goods and 32 percent in services (Karingi and Mevel 2012) . Separately, Chauvin, Ramos, and Porto (2016) find that the short-term welfare impact of trade integration is generally small but with larger and more positive long-term impacts.
Greater integration could strengthen growth by fostering deeper participation in GVCs and the development of regional value chains. Earlier research showed that becoming part of GVCs, especially their middle segments, is associated with positive effects for growth (Didier and Pinat 2017) . Without integration, in the past two decades, Maghreb countries have moved asynchronously and in different directions along GVCs (Figure 12 Trade integration has been generally found to reduce poverty. A joint IMFWorld Bank-WTO study (2017) showed that openness is associated with accelerated growth in average incomes and with poverty reduction. For example, the income growth of the poorest 20 percent increased almost in parallel with average income growth in developing countries in 1993-2008. The change in real income of the lowest quintile of the population in developing countries is strongly correlated with the change in openness over the same period. This fact suggests that openness promotes poverty reduction by accelerating growth. Also, removal or reduction of import tariffs on imported goods reduces their prices to consumers. Because in the Maghreb a substantial part of intraregional trade consists of staples consumed mainly by the poor, the impact of regional integration on the poor's well-being from tariff elimination should be largely positive. Greater trade integration in the Maghreb may, however, affect some groups of workers and some communities. Potential dislocations would depend on the depth and pace of trade liberalization measures and on broader circumstances, such as the health of the economy, labor market rigidities and other impediments to resource reallocation, the strength of institutions, and the adequacy of social protection policies. Recent findings (reviewed in IMF, World Bank, and WTO 2017) highlight that when dislocation is costly, adverse effects on certain individuals and communities can be large and long-lasting if not addressed properly and promptly. These costs are lower when growth is strong and labor markets are functioning smoothly. Understanding trade-related adjustment costs is vital to formulate effective policies to mitigate them. Accompanying public policies, designed and coordinated at the regional level, can help Maghreb countries ease the costs of adjustment to greater integration for those affected.
The reduction or elimination of tariffs on trade among Maghreb countries would likely not lead to substantial revenue losses. The amount of potential revenue losses depends on the share of trade taxes in the fiscal revenue of each country, the tariff structure, the agreed tariff reduction method, and the value of trade subject to the tariff being reduced. As the value of intra-regional trade tends to be very low, the revenue loss is expected to be minimal in most cases. Furthermore, part of the possible revenue losses from lower tariffs would be offset by an increase in the taxable base due to trade creation among Maghreb countries. Any impact of trade integration on customs revenue losses should be ideally addressed through a holistic tax reform.
ECONOMIC INTEgRATION IN THE MAgHREb-AN UNTAPPEd SOURCE Of gROwTH
To integrate, Maghreb countries should use the momentum generated by the current trends in the global economy, trade, and investment. Demand from their traditional trading partners in Europe would generate additional revenue, part of which can be used to offset initial costs of a broader intra-Maghreb integration. Greater capital account liberalization would help promote FDI and build regional value-added chains and their integration into GVCs. New investors, including China through its Belt-Road Initiative, may bring additional investment to the Maghreb over the next decade. If Maghreb countries coordinate their engagement with China under the BRI, part of this investment could be used for the benefit of intraregional integration. The risks to the outlook associated with raising protectionism globally, financial market volatility, and geopolitical instability in the region are also important. Finally, to reap the benefits of the global economy and reduce negative implications of global trade tensions, Maghreb countries should collaborate on trade within the region and on the broader rules-based multilateral system. In this relatively dynamic, yet fragile, external environment, the important question facing Maghreb countries is how to use regional integration as an additional tool to raise growth, create jobs, and reduce inequality.
To ACT NOW across all these directions more efficiently, Maghreb governments would benefit from JOINT policy objectives. Maghreb integration of goods, services, capital, and labor markets at the institutional level should be complemented by integration of people by investing jointly in human capital, connecting people through regional infrastructure, and regional civic initiatives. Such integration should not be viewed as a goal in itself, but rather as an instrument to achieve JOINT policy objectives, which are important for each Maghreb country and the region as a whole (Box 2).
To create jobs, Maghreb governments could focus on several policy priorities. The 2018 Marrakesh Conference identified three policy priorities for Joint Policy Objectives for the Maghreb CHAPTER 4 the MENA region, which are also applicable to Maghreb countries (IMF 2018c): level the regulatory playing field so private sector firms and small and medium-size enterprises can grow and create the jobs necessary to employ the region's youth, when the public sector no longer has the capacity to be the employer of first resort; leverage trade and technology to generate a large internal regional market to be better positioned to compete internationally in the face of rapid technological progress that is fundamentally changing markets; and adopt comprehensive policies to improve the skills, flexibility, and employability of workers in the face of technological advances. To create jobs, Maghreb countries could target investment in tradables sectors with high employment multipliers. A World Bank study (Ianchovichina and others 2013) suggests that in the MENA region and Pakistan, one job created in the infrastructural sector can generate of up to four additional jobs, directly and indirectly.
To increase openness, Maghreb countries could take additional trade and investment liberalization measures-unilateral, regional, and multilateral. Further reforms of their trade policy regimes could be guided by the recommendations of WTO members in the context of regular trade policy reviews for Morocco, Tunisia, and Mauritania. For Algeria and Libya, the directions of trade policy reforms could be inferred from their negotiations on the conditions of accession to the WTO. The World Bank's Doing Business, World Economic Forum international competitiveness indices, and the United Nations Conference on Trade and Development UNCTAD invest-
• Jobs: The ultimate goal of regional integration is job creation and improvement of the livelihood of citizens through high and sustainable growth. Job creation should be fostered by regional value chains and more private sector regional integration.
• Openness: A new and more open economic model is needed in all Maghreb countries. They should seek to open their economies to each other through new trade and investment opportunities in the region and greater regional labor and capital mobility.
• Inclusiveness: Additional growth from regional integration should create opportunities for all, including youth, women, rural populations, and migrants.
• Negotiations: Maghreb countries should negotiate a deep regional economic agreement, create a dispute resolution system and policy monitoring mechanisms, and resolve their differences at a negotiating table.
• Trade: All Maghreb countries should pay more attention to their intraregional trade.
While the public sector coordinates policies, the private sector should more actively explore new regional markets. To improve inclusiveness, the potential from regional integration is also substantial. The authorities in the region need to focus on the following priorities: improve governance and accountability by setting joint rules on intraregional trade and investment supported by a credible monitoring mechanism, such as regular peer reviews of policies and their application; enhance financial access and regional financial integration, including joint regional financial institutions, as a means to serve deeper integration of the goods, services, capital, and labor markets; step up and improve social safety nets in each country to offset possible side effects of deeper regional integration on individuals workers and businesses; provide better access to trade, including regional trade, for small and medium-sized enterprises and rural communities, and create through trade additional opportunities for youth, women, migrants, and other disadvantaged groups. The results of additional growth boosted by regional integration should be broadly shared among different groups of the population-no one should be left behind.
To leverage negotiations, Maghreb countries should focus on a deep regional economic agreement. Such an agreement would ideally include all the areas already covered in the AMU, such as liberalization of trade in goods and services and free capital and labor mobility, and would also extend to new areas, such as joint competition policies, an investment regime, and enforcement of intellectual property rights. Such vertical and horizontal depth would put Maghreb countries at the forefront of the liberalization efforts in Africa in a broader context of the AfCFTA. Such a regional economic agreement should include the mechanisms for dispute resolution and policy monitoring. In addition to the regional effort, Algeria (and Libya when feasible) should reinvigorate its negotiations on its accession to the WTO to be able to trade based on multilaterally accepted rules. Finally, to leverage their joint strength, Maghreb countries could negotiate as a single region with their larger trading partners, such as the EU, the United States, and China-a strategy used by other regional groups but largely untapped in the Maghreb.
To increase trade, intra-Maghreb integration should be viewed as a shared responsibility among all stakeholders. While governments should lead the way by resolving differences, negotiating the regional agreement, coordinating policies, liberalizing markets, and improving the business environment, the private sector and civil society also have roles to play by actively seeking engagement within the region. Product complementarity among Maghreb countries points to substantial untapped business opportunities. A sense of shared responsibility is essential because no one stakeholder has the necessary breath of insight, expertise, or experience to tackle all aspects of the complex regional integration agenda. Collaboration and partnership would be key to designing effective country-tailored policy solutions and creating comparative advantages in new areas.
While the reform agenda may seem long, the 1989 Treaty Establishing the AMU points to specific first steps that already have buy-in from all Maghreb countries. Article 2 of the treaty calls on Maghreb governments to work gradually toward achieving free movement of people and transfer of services, goods, and capital among them. Also, the AMU aims to pursue common policies in different domains. Common trade and investment policies may be good initial steps to achieve the goal of deeper regional integration.
The IMF stands ready to support Maghreb countries' integration efforts. The IMF is already deeply engaged with all countries in the region. Policy advice is provided in the context of surveillance and aims to preserve macroeconomic stability-a key condition for successfully achieving these JOINT policy objectives. The IMF has also been providing support in the context of financial arrangements in Mauritania (through its Extended Credit Facility), Tunisia (Extended Fund Facility), and Morocco (Precautionary and Liquidity Line). The IMF is also providing technical assistance and training in all macroeconomic areas. Should Maghreb governments decide to advance their regional integration, the Trade Integration Mechanism and technical assistance on tax and customs policy and administration are instruments to support their efforts. 1
1 The Trade Integration Mechanism was introduced in 2004 to assist member countries to meet balance of payments shortfalls that might result from trade liberalization measures implemented by other countries. The Trade Integration Mechanism is not a special lending facility, but rather a policy designed to make resources more predictably available under existing IMF lending facilities (IMF 2018b 
